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Arizona C \rpnnEcfl Commission COMMISSIONERS 

BOB STUMP. Chairman D CI c K ET E D 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

IN THE MATTER OF THE APPLICATION 
OF SAHUARITA WATER COMPANY, LLC 
FOR A RATE INCREASE. 

DOCKET NO. W-0371 SA-09-0359 

MOTION TO AMEND DECISION 72177 

PETITION FOR FURTHER RATE 
RELIEF 

PURSUANT TO A.R.S. 0 40-252 AND 

Sahuarita Water Company, (“Sahuarita Water” or the “Company”) hereby submits this 

Motion to Amend Decision 72177 pursuant to A.R.S. 0 40-252 and Petition for Further Rate 

Relief (collectively “Petition”) to increase its test year revenue requirement by including income 

tax expense based upon the Arizona Corporation Commission’s (“Commission”) recently adopted 

Policy Statement on Income Tax Expense for Tax Pass-Through Entities (“Income Tax Policy 

Statement”), which is codified in Decision 73739. Sahuarita Water further requests that the 

Commission approve adjusted rates and charges to be charged prospectively for all water services 

provided from and after the date of a decision on this Petition. Finally, the Company requests that 

this Petition be approved without a hearing following verification of the information and 

schedules provided herein by Utilities Division Staff (“Staff‘). 

I. INTRODUCTION 

Sahuarita Water is a limited liability company. The Commission approved new rates and 

charges for Sahuarita Water in Decision 72177. In its application to increase its rates and 

charges, Sahuarita Water requested that the Commission authorize income tax expense as a part 

of its revenue requirement. While the Commission did not authorize income tax expense at the 

time it issued Decision 72 177, it included the following ordering paragraph: 
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IT IS FURTHER ORDERED that in the event the Commission alters its policy to 
allow S-corporation and LLC entities to impute a hypothetical income tax expense 
for ratemaking purposes, Sahuarita Water Company may file a motion to amend 
this Order prospectively, and Sahuarita Water Company, LLC’s authorized 
revenue requirement hereunder, pursuant to A.R.S. 3 40-252, to reflect the change 
in Commission policy. 

(SEE Decision No. 72 177 at pp 45-46, lines 26-28, 1-2). 

After considering the question of income tax expense for limited liability companies and S 

corporations over several years in various rate cases, public workshops in a generic docket, and 

open meetings, the Commission adopted the Income Tax Policy Statement at its February 12, 

2013, Open Meeting, as codified in Decision 73739 in Docket No. W-OOOOOC-06-0149. 

Specifically, the Commission found in Decision 73739 that “[ilt is in the public interest to adopt 

the attached Revised Policy Statement to guide the ratemaking treatment of income taxes for tax 

pass-through public service corporations.”’ The Income Tax Policy Statement states, in part, as 

follows: 

Based upon the evidence and testimony which has been presented in the recent rate 
cases before this Commission as well as the generic docket, we are persuaded that 
a tax pass-through entity should be allowed to recover income tax expense as a 
part of its cost of service and that its revenue requirement should be grossed up for 
the effect of income taxes. We are persuaded that the failure to include income tax 
expense needlessly discriminates against tax pass-through entities and creates an 
artificial impediment to investment in utility infrastructure. Neither of these 
outcomes serves the interests of rate payers. Thus, we hereby adopt a new policy 
which allows imputed income tax expense in the cost of service for limited 
liability companies, Subchapter S corporations and partnerships. While sole 
proprietorships are not technically tax pass-through entities, the arguments 
supporting the inclusion of income tax expense for tax pass-through entities are 
equally applicable in the case of sole proprietorships. Thus, the policy will apply 
to sole proprietorships as well as tax pass-through entities. 

This new policy will be applied in pending and future rate cases. Also, companies 
that have been denied recognition of income tax expense in the past may make a 
filing under A.R.S. 9 40-252 to modify the revenue requirement authorized in their 
most recent rate case order to include income tax expense prospectively from the 
date of an order of the Commission approving the A.R.S. 0 40-252 filing. 

Decision No. 73739 at p.2, lines 6-8. 
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(SEE Policy Statement on Income Tax Expense for Tax Pass-Through Entities (Revised 2/8/13) 
at pg. 1 of attached Decision No. 73739 as Attachment 1). 

Sahuarita Water was denied recognition of income tax expense in its most recent rate case, 

and consistent with Decision 73739, the Company requests that the Commission issue its order 

amending Decision 72177 to authorize recovery of income tax expense as part of its cost of 

service and that its revenue requirement be grossed up for the effect of income taxes, as 

calculated on the schedules which are attached hereto. 

11. CALCULATION OF INCOME TAX EXPENSE. 

The Commission’s Income Tax Policy Statement sets forth a step-by-step methodology 

for calculating income tax expense for tax pass-through entities. Sahuarita Water followed the 

methodology set forth by the Commission in calculating the income tax expense amount for the 

Company. Attached here as Attachment 1 are the following schedules which support the 

Company’s calculation of the tax expense amount for Sahuarita Water: 

Schedule A-1 

Schedule C-1 Income Statement 
Schedule C-2 
Schedule C-3 
(pages 1-2) 

Schedule C-3 
(pages 3.1-3.3) 

Computation of Increase in Gross Revenue Requirements As 
Adjusted 

Adjustment to Revenues and Expenses - Adjustment No. 1 
Computation of Gross Revenue Conversion Factor 

Effective Tax Rate Computation at Present Rates 

Schedules C-3 
(pages 4.1-4.3) 

Schedule C-3 

Schedule H-2 Customer Summary  
(pages 1-2) 

Effective Tax Rate Computation at Proposed Rates 

Effective Tax Rate and Income Tax Comparison to 
(page 5 )  c-Corp. 

Schedule H-3 

(pages 1-2) 

Present and Proposed Rates 
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As shown in Schedule A-1, the inclusion of income tax expense results in an increase in 

the revenue requirement of $178,328. As shown on Schedule H-2, the change in revenue 

requirement increases the bill of a water customer with a 5/8-inch meter and average monthly 

usage of 5,424 gallons by $2.27 per month, from $31.48 to $33.74, an increase of 7.2%. 

Schedule C-3, page 9, shows that income tax expense using the weighted average 

effective tax rate for the combined ownership of Sahuarita Water as a limited liability company is 

lower than the income tax expense calculated assuming that Sahuarita Water is a stand-alone 

subchapter C corporation. Schedules H-2 and H-3 show the Company’s proposed rate design. 

111. CONCLUSION. 

For the reasons set forth herein, Sahuarita Water requests that the Commission grant its 

request to amend Decision 72177 to increase the Company’s test year revenue requirement to 

reflect the inclusion of income tax expense based upon the Commission’s recently adopted 

Income Tax Policy Statement, as set forth in Decision 73739. Sahuarita Water further requests 

that the Commission approve adjusted rates to be charged prospectively by the Company as set 

forth in Schedule H-3 as attached hereto. Finally, the Company requests that its Petition be 

approved without a hearing following verification by Staff of the information and schedules 

provided herein. 

RESPECTFULLY SUBMITTED this 1 9th day of August, 20 13. 

Lawrence V. Robertson, Jr. 
P.O. Box 1448 
Tubac, AZ 85646 
Attorney for Sahuarita Water Company 
Of Counsel to MUNGER CHADWICK, P.L.C. 

and 

Robert J. Metli 
MUNGER CHADWICK, P.L.C. 
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Original anc 3 copies of the foregoing 
filed this 19 day of August, 2013, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 

Copy of the foiegoing hand-delivered/ 
mailed this 19 day of August, 20 13, to: 

Lyn Farmer, Chief Administrative Law Judge 
Hearing Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, Arizona 85007 

Jane Rodda 
Administrative Law Judge 
400 West Congress, Suite 2 18 
Tucson, Arizona 85701 

Janice Alward, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, AZ 85007 

Steven Olea, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington 
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Sahuarita Water Company 
Test Year Ended December 31,2008 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Decision 721 77 
Fair Value Rate Base $ 8,805,561 

Operating Revenues $ 2,215,143 
Operating Expenses before Property Taxes and Income Taxes 1,705,505 
Property Taxes 103,864 
Income Taxes 
Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue 
Requirement 

Test Year Adjusted Revenues 
Increase in Revenue Requirement 
Prposed Revenue Requirement 
% Increase 

Property Taxes at Proposed Revenues 
Income Taxes at Proposed Revenues 

$ 405,773 

4.61 % 

810,112 

9.20% 

404,338 

1 .ooooo 

404,338 

2,215,143 
404,338 

2,619,481 
18.25% 

40-252 Income Tax 
$ 8,805,561 

$ 2,215,143 
1,705,505 

103,864 
52,155 

$ 353,618 

4.02% 

$ 810,112 

9.20% 

$ 456,494 

1.27640 

$ 582,666 

$ 2,215,143 
$ 582,666 
$ 2,797,809 

26.30% 

Exhibit 
Schedule A-I 

Difference 
$ 

(52,155) 

52,155 

178,328 

178,328 

8.05% 
I 78,328 

$ 103,864 $ 113,072 $ 9,208 
$ 169,121 $ 169,121 

Total 178,328 
Change in Revenue Requirement 178,328 

Difference 0 
rounding 

SUPPORTING SCHEDULES 
Decision 
c-I 
c-2 
c-3 
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21 
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Sahuarita Water Company 
Test Year Ended December 31,2008 

Income Statement 

Exhibit 
Schedule C-I 
Page 1 

40-252 
Per Decision 1 40-252 Proposed Adjusted 

with Rate Adjusted Income Adjusted Rate 
Test Year - Tax Results Increase Increase 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel for Power Production 
Chemicals 
Repairs and Maintenance 
Materials & Supplies 
Outside Services 
Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 
Reconciling Amount 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income (loss) 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 
C-2, page 1 
c-3 

$ 2,057,901 $ - $ 2,057,901 $ 582,666 $ 2,640,567 

157,242 157,242 157,242 
$ 2,215,143 $ 2,215,143 $ 582,666 $ 2,797,809 

$ 
4,256 

147,364 

11,866 
75,423 
30,131 

635,442 
10,382 
1,896 

22,358 
21,111 

$ 
4,256 

147,364 

11,866 
75,423 
30,131 

635,442 
10,382 
1,896 

22,358 
21,111 

$ 
4,256 

147,364 

11,866 
75,423 
30,131 

635,442 
10,382 
1,896 

22,358 
21,111 

45,000 
14,724 

109 
673,842 

11,602 
103,864 

45,000 
14,724 

109 
673,842 

11,602 
103,864 

52,155 52,155 

45,000 
14,724 

109 
673,842 

11,602 
9,208 113,072 

11 6,965 169,121 
(2) (2) (2) 

$ 1,809,369 $ 52,155 $ 1,861,524 $ 126,173 $ 1,987,698 
$ 405,773 $ (52,155) $ 353,618 $ 456,493 $ 810,111 

$ $ 

66,922 66,922 

$ 

66,922 

$ - $ 66,922 $ 66,922 $ - $  66,922 
$ 405,773 $ 14,767 $ 420,540 $ 456,493 $ 877,034 

RECAP SCHEDULES: 
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Sahuarita Water Company 
Test Year Ended December 31,2008 

Adjustment to Revenues and Expenses 
Adjustment Number 1 

Line 
No. - 

Prooertv Taxes: 

2 
4,430,285 
2,215,143 
6,645,428 

3 
2,215,143 

Test Year 
DESCRIPTION as adiusted 
Company Adjusted Test Year Revenues $ 2,215,143 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP - 2010 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 * Line 13) 
Composite Property Tax Rate - Obtained from ADOR 
Test Year Adjusted Property Tax Expense (Line 14 Line 15) 
Tax on Parcels 
Total Property Taxes (Line 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

2 
4,430,285 

48,652 
4,381,633 

I I . a m %  
$ I 03,864 

20.0% 
876,327 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 / Line 27) 

Exhibit 
Schedule C-2 
Page 1 

Company 
Recommended 

$ 2,215,143 
2 

4,430,285 
2,797,809 
7,228,094 

3 
2,409,365 

2 
4,818,729 

48,652 
4,770,077 

20.0% 
954,015 

$ 113,072 
I I . a m %  

$ 113,072 

5 9,208 
$ 103,864 



Sahuarita Water Company Exhibit 
Schedule C-3 
Page 1 

Test Year Ended December 31,2008 
Computation of Gross Revenue Conversion Factor 

Line 
- No. DescriDtion 

1 
2 
3 
4 
5 Other Taxes and Expenses 
6 
7 
8 Total Tax Percentage 
9 
10 
11 
12 
13 
14 
15 1 = Gross Revenue Conversion Factor 
16 Operating Income O/O 

17 
18 SUPPORTING SCHEDULES: 
19 C-3 page2 
20 

State and Federal Income Taxes 

Operating Income YO = 100% - Tax Percentage 

Percentage 
of 

Incremental 
Gross 

Revenues 
20.3964% 

1.2580% 

21.6544% 

78.3456% 

1.2764 

RECAP SCHEDULES: 
A- 1 



I -- 

Total 

$ 2,215,143 
$ 1,809,369 
5 66,922 
5 338,851 

2.5945% 
$ 8,791 
$ 330,060 

13.1382% 
5 43,364 

Sahuarlta Water Company 
Test Year Ended December 31,2008 

Water 

$ 2,215,143 
5 1,809,369 
5 66,922 
$ 338,851 

2 5945% 
$ 8,791 
$ 330,060 

13.1382% 
5 43,364 

Exhibit 
Schedule C-3 
Page 2 

Tolal 

$ 2,797,809 
s 1,818,577 
5 66,922 
5 912,311 

2.8148% 
$ 25,680 
$ 886,631 

16.1 782% 
5 143,441 

GROSS REVENUE CONVERSION FACTOR 

Water 

$ 2,797,809 
$ 1,818,577 
$ 66,922 
5 912,311 

2.8148% 
$ 25,680 
$ 886.631 

16.1 782% 
$ 143,441 

LINE 
- NO 

$ 43,364 

DESCRIPTION 

143,441 $ 143,441 5 43.364 $ 

p 
1 Revenue 
2 Unwllecible Factor(Line 11) 
3 Revenues (L1 ~ L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and Slate income Tax and Properly Tax Rate (Line 23) 

Revenue Conversion Factor (L1 I L5) 

Calculation of Uncollectible Factor: 

Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 

Unwilectibie Factor (L9 * L10 ) 

Calculation of Effective Tax Rate: 
12 Operating lnwme Before Taxes (Anzona Taxable lnwme) 
13 Arizona State Income Tax Rate (L55 Col [E]) 
14 Federal Taxable lnwme (L12 - L13) 
15 Applicable Federal Income Tax Rate (Line 44) 
16 Effective Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and Slate lnwme Tax Rate (L13 +L16) 

Calculation of Effective Prooedv Tax Factor 
18 Unity 
19 Combined Federal and Slate lnwme Tax Rate (L17) 
20 One Minus Combined lnwme Tax Rate (L18-Ll9) 
21 Property Tax Factor 
22 Effective Property Tax Factor (LZO'L21) 
23 Combined Federal and Slate lnwme Tax and Properly Tax Rate (L17+L22) 

7 Unity 
8 
9 
10 Uncoliectible Rate 
11 

24 Required Operating lnwme 
25 AdjustedTest Year Operating Income (Loss) 
26 Required Increase in Operating lnwme (L24 - L25) 

27 income Taxes on Rewmmended Revenue (Col. (F), L52) 
28 Income Taxes on Test Year Revenue (Col. (C), L52) 
29 Required increase in Revenue to Provide for lnwme Taxes (L27 - L28) 

30 Recommended Revenue Requirement 
31 Unwllectible Rate (Line IO) 
32 Unwllectibie Expense on Rewmmended Revenue (L24 * L25) 
33 Adjusted Test Year Unwllectible Expense 
34 Required Increase in Revenue lo Provide for Uncollectible Exp. 

35 Property Tax with Recommended Revenue 
36 Property Tax on Test Year Revenue 
37 Increase in Propeliy Tax Due lo Increase in Revenue (L35L36) 

38 Total Required Increase in Revenue (L26 + L29 + L34+L37) 

Calculation of Income Tax: 
39 Revenue 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized interest (L47) 
42 Arizona Taxable lnwme (L39 - L40 - L31) 
43 Arizona State Income Tax Rate (see Scehdule C-3, page 3 and 4) 
44 Arizona income Tax (L42 x L43) 
45 Federal Taxable lnwme (L42 - L44) 
46 Federal Tax Rate (see Schedule C-3, page 3 and 4) 
47 Federal lnwme Taxes (L45xL46) 
48 
49 
50 
51 Total Federal lnwme Tax (L47) 
52 Combined Federal and Slate inwme Tax (L44 + L47) 

100 0000% 
0 0000% 

100 0000% 
21 6544% 
78 3456% 
1276396 

100.0000% 
20.3964% 
79.6036% 
0.0000% 

0.0000% 

100.0000% 
2.9450% 

97.0550% 
17.9810% 
17.4515% 

20.3964% 

100 0000% 
20.3964% 
79 6036% 
1.5803% 

1.2580% 
21.6544% 

$ 810,112 
$ 353,618 

5 456,494 

$ 169,121 
5 52,155 

5 116,965 

5 2,797,809 
0 0000% 

$ 
$ 

5 

$ 11 3,072 
$ 103,864 

$ 9,208 

5 582,667 
~ 

Calcutatlon of Interest Svnchronization: 
56 RateBase 
57 Weighted Average Cost of Debt 
58 synchronized interest (L56 X L57) 

53 COMBINED Applicable Federal Income Tax Rate [Col. [D], L51 - Coi. [A], L511 I [Col. [D], L45 - Coi. [A], L451 
54 Applicable Federal lnwme Tax Rate [Col. [El, L51 - Col. [E], L51]/ [Col. [E]. L45 - Col. [E], L45] 
55 Applicable Slate lnwme Tax Rate [Col. [El, L44 - Col. [E], L44]/ [Col. [E], L42 - Col [E], L42] 

17.9810% 
179810% 
2.9450% 

lEd=I 0.7600% 
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Sahuarita Water Company 
Test Year Ended December 31,2008 

Effective Tax Rate and Income Tax Comparison to C-Corp. 

Exhibit 
Schedule C-3 
Page 5 

Line 
- No. 

1 S-Coru C-Coru. Difference 
2 State Income Taxes at Proposed Rates $ 25,680 $ 84,340 $ 58,660 
3 Federal Income Taxes at Proposed Rates 143,441 $ 382,855 239,414 
4 Total Income Taxes $ 169,121 $ 467,195 $ 298,074 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 SUPPORTING SCHEDULES 
17 C-3, page 2 
18 Work papers 
19 
20 
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